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INTERNATIONAL ACCOUNTING AND WORLD TRADE
by
Leonard M. Savoie
Executive Vice President
American Institute of Certified Public Accountants

before
Mississippi Valley World Trade Conference

Roosevelt Hotel
April 20, 1970
New Orleans, La.

INTERNATIONAL ACCOUNTING AND WORLD TRADE

World trade and accounting have always gone hand

in hand.

During the Renaissance, commerce spread throughout

the world, and maritime trading ventures captured the

imagination of various peoples.

The excitement of travel

and dreams of riches brought many men together in organizing

these ventures.
Their Joint undertakings created a need for a
system of determining the shares of profit -- or loss —

assignable to individual participants.

These accounting systems were no doubt sophisticated
by standards of the day.

What is more, accountants of that

day enjoyed the beautiful simplicity of seeing a voyage

terminated, with an absolute and final determination and

distribution of profit.

In today's world of commerce, accounting is Just
as essential as it was in the day of the maritime trading
ventures.

And it is necessarily more complex.

Also, in

spite of immensely greater technology and highly developed

professional standards, accounting determinations are
necessarily less accurate because commercial activities

today are not ordinarily planned to be terminated.

They

go on and on; yet financial reports must be made for each
year, quarter and month.

Consequently, many accounting

determinations are based on estimates, Judgment and rules

of convention.
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For businesses engaging in international trade,

accounting is further complicated by the fact that it has
developed along different lines in different countries.
Local laws and customs have shaped business

patterns and therefore the accounting for business.
Faced with differing accounting practices in

different nations, the trader must be alert to the meaning

and significance of the financial information presented

to him.

This problem is especially acute for the multi

national corporation.
Companies of such nature are not a passing
phenomenon.

Peter Drucker regards the advent of the multi

national corporation as possibly (and I quote) "the most
significant event in the world economy, and the one that, in
the long run, will bring the greatest benefits."
Charles Kindelberger , the economist., thinks the

multinational corporation is evolving faster than national
governments are girding themselves to produce adequate
policies to meet it.

"I suggest", he says, "the need

to hurry."
Meanwhile, all those concerned with world or

hemisphere trade would benefit from reducing the differences

in accounting practices among nations.

In accounting circles,

it has become stylish to refer to this need, not as a call

for uniformity, but as a plea for "harmonization."

By

harmonization, they are referring to the reconciliation of
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different points of view and the transmission of information

between countries in such a manner that it can be easily
interpreted, understood; and believed.

The only alternative I know for companies engaged
in international trade is the tedious process of main

taining dual records -- carrying out the accounting and

auditing procedures for a foreign subsidiary or creditor
under the rules of its home country, then converting these

to conform with practices prevailing in the country of

use.

Certainly harmony is preferable.
But to understand what an elusive goal this is,

we should realize that even here in the United States

it has not yet been fully achieved.

American investors

have available the most complete and reliable financial

information provided anywhere, but our achievements;

which in relative terms are impressive; in absolute terms

fall short.

Efforts to improve upon American accounting
standards are being made; and they are bringing results.

Similarly; efforts to harmonize international accounting
are also being carried out — again; with good effect.
I am sure we will not see in our time the

degree of international unity and order that you and I
might regard as ideal.

But we must keep trying to move

toward that goal.
The path; I think; begins with attempts on

our part to understand the patterns of others.

If the
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business and government leaders of other countries take
a similar approach toward us, some increased consensus

must result.

I think this is the most any of us on

either side of our respective borders can hope for.
The laws of a country governing financial

reporting usually are designed to ensure the greatest
usefulness within that country itself, and this is as

true of the United States as it is of other countries.
Laws are not designed to provide easy transmission of
financial information to other lands.
Hence the need for harmonization — the need

to satisfy domestic requirements, while at the same
time meet financial reporting standards in foreign countries.

Leaders of the accounting profession in this
country and abroad have long been concerned about the

situation.

In response to the needs of the business

community, they have initiated a number of fairly recent

actions.

One of the first was a survey undertaken by the

American Institute of Certified Public Accountants, of

accounting standards and practices in 25 countries.
variations were uncovered.

Many

As might be expected, most

of them were related to differences in economic, business
and governmental concepts.

Some of the study's implications may interest
you.

One was that the commonly used American methods of

valuing inventory and depreciating assets produced larger
pre-tax income than methods used elsewhere in the world.

- 5 -

The data also suggested that whatever accounting
procedures are used do not matter so much in countries

where operations and prices are stable as in countries
where there are large fluctuations in the economy.

And finally, the report seemed to show that

there is danger for financial analysis in linking the
financial statements to the tax reports -- especially

in countries where tax provisions are an important
element in national economic planning.

This observation has a familiar ring, for in

the United States there continue to be many differences

between taxable income and income reported in financial
statements.
The 25-country survey, which was made in 1964,

provided a foundation on which to build further.

In 1966

the Accountants International Study Group was formed.

It

was made up of members of the accounting institutes of

the United States, Canada, and the United Kingdom.

This

was seen as a good way to start because members of the

Group came from nations having a common language and similar
business environments.

The Group began by identifying and

examining points of agreement in the accounting practices

of these three countries -- then seeking to persuade each
country to aspire to the best practices known among all
three.
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The Group thus far has published studies on

inventories, the content and form of the auditor's report,
and reliance on the work and report of other auditors.

The Group will continue to issue studies on related

concepts of practice among the three nations, and in time
its membership may be expanded to include representatives

of other countries.
With continued progress, the work of this

Group can be an important factor in creating broad
conceptual steps toward harmonizing accounting practices

worldwide.

I don't want to give the impression that efforts

to find harmony among accounting practices of various

countries are initiatives of only the past decade.

For

nearly 50 years members of the profession from countries
around the world have been gathering every five years at
International Congresses of Accountants.

Before the last decade, these meetings were

largely social.

But with the acceleration of foreign

investment during the 1950's and 60's, these congresses
began to deal with problems more pertinent to the inter
national business community.

Members of the Congress

now represent some 80 countries.

The Tenth meeting

will be held in Australia in 1972, and it is fair to

predict that new roads toward greater harmony in inter
national accounting will open up.

The initiatives I've mentioned deal mainly with
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efforts by developed countries of the world to find some

common denominators within their various accounting
practices.

The development of accounting practices in

emerging countries presents another aspect of the subject.

Here, also, organized efforts are being made.

A high-quality, vigorous accounting profession
is essential to a developing nation.

It provides the

means for recording, interpreting and communicating
financial information necessary for the development of

internal capital markets.

And it is the basis for pro

viding reliable financial information that will generate
outside investor confidence and stimulate an inflow of

capital from abroad.
National development programs often falter without

accounting-oriented systems to keep check on the allocation
of funds, manpower and other resources.

Good accounting

provides the administrative tool to make the railroads,

the power dams, irrigation systems and other elements of
a growing country's economy function effectively.

Although it is difficult to distinguish between

cause and effect, the impressive economic progress that
has taken place in Mexico in recent years has been accom

panied by the establishment of an advanced accounting
profession, bolstered by a good system of accounting

education.

Mexico's accounting procedures, patterned on

those of the United States and Canada, are now being emulated
by other Latin American countries.
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The accounting institutes in the United States
and Canada have spear-headed a number of programs to

help advance the profession in Latin America through
exchange of information on accounting practices and on
accounting education.
One of these programs has been underway since

1949.

It is the Inter-American Accounting Conference

which meets every two or three years.

Out of eight

conferences held so far have come several cooperative

efforts.

One was the agreement among the Latin American

representatives to harmonize their auditing standards

modeled on those practiced in Mexico,

Another body, the International Committee for
Accounting Cooperation, is represented here today by

members who are participating in your conference program.
It is particularly noteworthy that ICAC is a cooperative

effort between the accounting profession in three countries

of this hemisphere and the major international lending
and finance institutions.

The committee, whose formation was initiated
by the AICPA, is committed to the idea that the transfer

to developing countries of skills in economics, finance
and accounting is almost as important as the flow of

funds.

In a further effort to improve communication of

accounting information in Latin America, Professor Stephen Zeff
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of Tulane University has made a noteworthy contribution
through his Spanish-language Boletin, which is distributed

to accounting educators and practitioners throughout
Central and South America.
Through continued exchange of information,

developing countries can take advantage of what others
pioneered in earlier times.

They don't have to "re-invent

the wheel" but can build their accounting and auditing
standards on the framework of those used in the more
industrialized countries.

In pointing this out, I do not mean to imply
that our accounting standards should be pressed upon

another country.

They exist for anyone to use and modify

as they see fit — and at no charge.

The United States

went through this process in the last century when British
and Scottish accountants came to our country to keep watch

over English investments here.

We went on to adapt these

standards to our particular needs and develop others

designed for our economic patterns.

In the United States, the establishing of
accounting principles has become a process of accommodation

to changes in the business climate and in business structures.

A new tax, for example, or changes in old ones, proliferation
of computer leasing, franchising or land development companies
all create new and different problems in how to report the

financial effects fairly to the investing public.
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It is important to note that the setting of

accounting principles in the United States is performed
by the accounting profession itself, through the

Accounting Principles Board of the American Institute

of CPAs.

This is a self-regulatory function by the private

sector.

Members of the AICPA, in their capacity as auditors

of U.S. corporations, are obligated to see that financial
statements are presented in accordance with generally

accepted accounting principles.

If an auditor’s opinion

notes a departure from these principles, the Securities

& Exchange Commission and the stock exchanges will require
the statements to be withdrawn and revised on a basis to

conform to professional standards.
Let me cite a current matter which brings together

trade and accounting considerations.

It is the Treasury

department's proposal to provide for deferral of Federal

income tax on export profits by establishing a special tax
regime for domestic international sales corporations (DISCS).
Under this proposal. Federal income taxes on

export profits would not be payable until those profits

are distributed as dividends to shareholders.
In making the proposal, the Treasury department
recognized that exporting businesses in the United States
have operated under tax rules which favor foreign manu
facturing subsidiaries of U.S. corporations and foreign

suppliers, even though all of these groups — exporters,

foreign subsidiaries of U.S. companies, and foreign
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suppliers -- are in competition for the same markets.

As a result, the U.S. export business has been hampered

and the U.S. balance of payments has suffered.
Basically, the present tax structure which

works to the disadvantage of our exporters is this:

Generally the U.S. tax on the earnings of a foreign
subsidiary of a U.S. parent is deferred until those

earnings are repatriated.

But a domestic exporting cor

poration is taxed on its earnings currently.
According to Treasury officials, the DISC pro
posal is a reform designed to achieve equality and simp
lification by treating a domestic exporting subsidiary

on the same basis as a foreign subsidiary.

In this way,

the U.S. tax on export income derived by the DISC would
be deferred until that income is distributed as a

dividend to DISC shareholders.

No Federal income taxes

would be incurred by the DISC company as long as it earned
qualified income and continued to invest in qualified

assets in the proportions required.
A domestic corporation would qualify as a DISC

provided it meets certain income and asset tests.
The Treasury department went on to say, "While

deferral of tax for a relatively short period, such as
a year or two, would be of limited significance, deferral
for a substantial period reduces significantly the impact

of the tax; and, of course, the deferral that lasts inde

finitely can have substantially the same effect as an
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exemption from tax.

Since the proposal will permit profits

of a DISC to be invested in export manufacturing facilities
as well as in export sales facilities, it would appear

that in many instances a deferral provided by this
proposal would be for a substantial period of time.”
The DISC proposal, at least on the surface, appears
to represent a tax plum for domestic corporations engaged
in export sales.

However, the initial reaction to the

Treasury proposal has been mixed.
Some have pointed out that limited tax deferral

is not sufficient incentive to cause most U.S. manufacturers
to continue to export or increase their exports, rather

than to manufacture abroad.

It is contended that a U.S.

company locates its manufacturing facilities outside the
U.S. for many reasons including:

(1) the advantages of

having the activities situated closer to the foreign
market or source of raw materials; (2) the need to

manufacture within a tariff wall such as the Common Market;
and (3) the avoidance of high U.S. costs.

In a recent speech, John Nolan, deputy assistant
secretary for tax policy, summed up the Treasury’s attitude
by indicating that the department was not adamant with
respect to the DISC proposal, and that it would welcome

constructive suggestions.

He did point out, however, that

any such incentive would have to take the form of tax
deferral because domestic trade policy and international

- 13 -

commitments under the General Agreement on Tariffs and
Trade tend to rule out any across-the-board rate reductions

on export income.

In a DISC, the ultimate declaration of a dividend —
no matter how far into the future -- would trigger the pay
ment of income tax by the parent company.
And this situation — tax deferral, not outright

tax exemption — gives rise to an interesting question of

accounting treatment.
In income statements presented to stockholders, the
general principle is to deduct income tax from the income

that gives rise to the tax.

A pronouncement of the Accounting

Principles Board calls for this treatment in most situations

even if the tax is not currently payable but is deferred until
a future period.

When applying the principle to undistributed

earnings of subsidiaries, the pronouncement recognizes that

there is no need to provide for income tax to the parent
company in cases where the income has been, or there is

evidence that it will be, permanently invested by the
subsidiaries, or where the only likely distribution would

be in the form of a tax-free liquidation.

This application, however, did not anticipate the
DISC situation, where the proceeds from operations may

be loaned to the parent company but a dividend need not
be declared.

Hence, there will exist uncertainty as to
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whether and in what circumstances income tax must be pro
vided on income of the DISC until the Accounting Principles

Board provides an interpretation.

This they expect to

consider at a meeting on April 30.

The issue is important.

A corporation with a

DISC subsidiary having income of a million dollars would

save about half of it by deferring the income tax, yet
would have use of the entire million.

Although regarding

the cash flow as desirable, some businessmen believe the

DISC would be much less attractive if the deferred tax
amount had to be deducted from consolidated income.

Even if the APB interprets its present pronounce
ment as not requiring provision for the deferred income
tax of DISCs, some uncertainty may still continue.

The

APB for some time has been re-examining its position on

the broader issue of accounting for deferred taxes on
undistributed earnings of subsidiaries.

This position

may or may not be modified, but it is well known that many
CPAs favor the matching of an income tax effect with re

ported income regardless of the likelihood of permanent
investment or ultimate form of distribution.

Another changing business condition has placed
the American accounting profession in the most challenging

position it has ever faced.

This is the merger movement,

which affects companies engaged in both international and
domestic operations.

The problem concerns accounting for
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business combinations.
The problem exists simply because the cost of

an acquired company differs from the amount of its net

assets on its own accounting basis.

But what to do with

the difference — much of which is referred to as goodwill —
has become one of accounting’s most complex and controversial

issues.

After extensive deliberation, the Accounting
Principles Board issued last February an exposure draft

of a proposed Opinion designed to curb abuses that have
arisen from various alternatives for accounting for business
combinations.

The Board’s position calls for the merger

of companies to be accounted for by either the purchase
or pooling-of-interests method, but not as alternatives

for the same transaction.
Most business combinations would be accounted
for as purchases, with the full cost of the acquisition

being assigned to the tangible and intangible assets
acquired.

Any resulting goodwill would have to be amortized

against future Income over its estimated useful life, not
to exceed 40 years.

Business combinations effected by issuance of
common stock would continue to be treated as poolings of
interests provided they meet certain restrictive criteria.

Once such criterion would be that the voting common stock
of each combining company is at least one-third that of
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each of the other parties to the merger.
Since the exposure draft was issued, hundreds

of letters have been received from the business community
and the majority of them oppose

the Board’s proposal.

Some of the letters are downright emotional in tone,

perhaps reflecting industry’s resistance to reform.
Comments from financial analysts, educators and practicing

CPAs, on the other hand, tend to favor the proposal.

Amortization of goodwill is especially unwelcome

to businessmen because it is not deductible for Federal
income tax purposes, regardless of whether the transaction
which gave rise to it was taxable.

For many years, the

American Institute of CPAs has been urging the Treasury
department to make deductible for tax purposes goodwill
arising from taxable transactions.

Perhaps required

amortization of goodwill for financial reporting purposes
will strengthen the argument for its tax deductibility.

The issue of accounting for business combinations

is one that will come to a head this summer when the
Accounting Principles Board must reach a decision on the

subject.

It remains to be seen if the Board’s attempt

to eliminate abuses in this area of accounting can fulfill
the public interest and also receive acceptance by the
business community.

As I see it, the impact of accounting on the
businesses you represent is twofold:

on the domestic front,
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it provides information indispensable to the most effective

management of your affairs, and it has great bearing on the

taxes you pay; abroad, a strong and capable accounting
profession can contribute greatly to the economic health

of developing countries, with the result that such countries
can be better markets for exports and more productive
sources of imports.

Thus, although business activities have become
much more complex than in the days of the early trading

voyages that I mentioned at the beginning of these remarks,
the relations between your businesses and the profession I

represent is still a close one.

I am therefore very glad

to have had the opportunity of taking part in this meeting.
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